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Abstract 
Financial reporting is a key governance mechanism by which superannuation 
fund trustees are accountable to fund members and other stakeholders. Apart from 
highly aggregated information contained in abridged financial reports, 
information disclosed to members in annual reports is unregulated and generally 
unaudited.  This situation presents scope for trustees to manipulate disclosures, 
thus potentially misleading fund members and adversely affecting their decisions. 
Using a large superannuation fund as a case study, we investigate the quality of 
superannuation fund financial disclosure practices and the extent to which they 
are unbiased. Our findings reveal a lack of transparency in superannuation fund 
reporting that limits the usefulness of disclosures as a fund governance 
mechanism.  
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Introduction  
Assets in superannuation funds have grown rapidly over that past two decades, with almost 
all Australian workers now covered by superannuation.1 The extent to which workers 
maximise the superannuation benefit they ultimately receive in retirement depends on how 
effectively fund trustees and their advisers safeguard the assets under their control and 
manage them to maximise investment returns. Poor corporate governance and lack of 
disclosure by trustees to members creates the possibility of potential losses through 
mismanagement (Drew & Stanford, 2003). Financial information disclosed by 
superannuation fund trustees provides fund members, regulators and other interested parties 
with a ‘window’ to the financial health and performance of the fund. As with other types of 
entities, financial disclosure plays a critical role as a governance mechanism in 
superannuation funds. Despite this important role, much of financial reporting by 
superannuation funds to members is largely unregulated.   
The aim of this paper is to examine the usefulness of the financial information presented in 
superannuation funds’ audited financial reports (FR) and ascertain how well that information 
articulates with the unaudited information disclosed to members in annual reports (AR). Our 
approach is to assess the extent to which the information disclosures contained in these two 
reports are likely to meet members’ informational needs, using the reports produced by a 
large superannuation fund (UniSuper) over the 2002 to 2004 period.  
The Financial Reporting Environment 
Corporate governance structures generally serve the dual purposes of (1) ensuring 
stakeholders receive reliable information about the value of their economic interest in an 
entity and their investment is not expropriated by managers, and (2) motivating managers to 
maximise the value of the investment rather than pursuing personal objectives (Bushman & 
Smith, 2003). In mitigating agency costs associated with the separation of management from 
ownership of business entities, financial accounting provides owners and other stakeholders 
with an independently verified source of information about the performance of managers 
(Sloan, 2001). Financial reports prepared by management are subject to an external audit to 
certify they are prepared in accordance with applicable accounting standards and present a 
true and fair view of the financial position and performance of the entity. Such verification by 
                                                 
1 Assets controlled by Australian superannuation funds have grown from $32 billion in June 1983 to $742 
billion in June 2005 (APRA, 2005), with superannuation coverage of employees growing from 42 per cent in 
1987 (ABS, 1989-90) to 90 per cent in 2002 (ABS, 2002). 
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way of independent audit enables parties external to the entity to place greater reliance on the 
information than had it not been audited. Thus audited financial reports represent two 
important governance mechanisms; first, information disclosed in the financial report 
discharges accountability of managers to business owners, and second, independent audit of 
the report provides assurance about the veracity of the disclosed information.  
As shown in Figure 1, there are three main sources of financial information about a business 
entity: (1) regulated (audited) financial reports, (2) other unregulated (unaudited) reports and 
information released by the entity, such as financial summaries in annual reports and media 
releases, and (3) information intermediaries, such as financial analysts, industry experts and 
the financial press (Healy & Palepu, 2001). Because financial information provided in other 
than statutory financial reports is generally not subject to regulation or assurance, self-
maximising managers have incentives to manipulate the information in the absence of 
countervailing governance mechanisms. For example, one such opportunistic practice is the 
recent increased incidence of U.S. companies inflating reported pro forma earnings by 
excluding certain recurring expenses (Hill, 2003).2 The selective reporting of returns and 
expense ratios by fund managers represents a similar practice in Australia (Ramsay, 2002). 
Clearly, a greater reliance on non-audited information exposes stakeholders to significant 
risks of expropriation of wealth.  
 
Audited 
financial 
information 
Business enterprise 
Financial Reports 
Other reports to stakeholders, 
media releases, etc.  
Stakeholders 
Information 
intermediaries 
Unaudited financial 
information 
Figure 1 Flow of financial information in a business environment  
                                                 
2 This practice prompted the Securities and Exchange Commission (SEC) to introduce Regulation G in March 
2003, requiring  U.S. companies reporting pro forma earnings to also report the earnings reported in audited 
financial reports,  and present a reconciliation of any differences between the two numbers (Fox, 2003). No such 
regulation exists in Australia.  
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At least two characteristics of the superannuation fund communication environment suggest 
that non-audited information is currently the major source of member information. First, apart 
from statutory requirements to produce audited financial reports,3 other financial information 
disclosed by superannuation funds is not audited and largely unregulated. Thus fund trustees 
have considerable latitude in the way they present information about a fund’s financial 
position and performance. Second, unlike public companies, superannuation funds are not 
required to lodge their financial reports with a regulatory authority and, with the exception of 
only a very small minority, reports are not routinely distributed to fund members (Gallery, 
1999).4 This general absence of audited financial information in the public domain makes it 
difficult to evaluate the degree of correspondence between fund performance, as publicised 
by trustees, and accounting numbers in financial reports. Given the importance of the 
available information, the quality of disclosure becomes critically important to the retirement 
incomes of the vast majority of Australian workers. Whether audited financial reports are an 
effective governance mechanism in the superannuation industry is an empirical question; we 
take the first step in addressing this question in our analysis of the UniSuper case study.  
Regulation of Superannuation Fund Financial Reporting  
The full disclosure principle is well established in corporate regulation as a means of 
addressing the information asymmetry problem arising from delegated decision-making.  In 
the absence of regulation, it is assumed that companies will not disclose the optimum level of 
financial information to mitigate the asymmetry problem (Beaver, 1998). This information 
failure is more severe in the superannuation fund context because of the absence of market 
disciplining mechanisms that apply in equity markets5 and the lack of opportunity and 
motivation of members to actively engage in the management of their funds (Gallery, Brown 
& Gallery, 1996). In the absence of market pressures acting as a motivator for trustees to 
adopt full disclosure principles, the sufficiency of superannuation fund financial reporting is 
determined by the effectiveness and adequacy of legislation and accounting standards.  
                                                 
3 The Superannuation Industry (Supervision) Act 1993, ss.112-113.   
4 Corporations Regulations require superannuation funds to provide a copy of the audited financial reports to 
members and other parties if requested.  
5  In equity markets, agency problems can be mitigated through three forms of market discipline: contractual 
arrangements to align the agent’s interests with those of the principals, threat of takeover, and threat of 
bankruptcy, where managers risk job loss and damage to their reputation in the managerial labour market 
(Vickers & Yarrow, 1991). These market mechanisms are largely absent in the context of superannuation funds 
(see Gallery et al., 1996).   
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The Superannuation Industry (Supervision) Act 1993 (SIS) requires preparation and audit of 
financial reports, but apart from specifying the types of statements that must be prepared, the 
form and content of those statements are not specified by legislation. Accounting standards 
(principally AAS 25 Financial Reporting by Superannuation Plans) govern the form and 
content of superannuation fund financial reports. While the SIS Act and accounting standards 
dictate requirements to prepare financial reports, disclosure of financial information to 
members is governed by the Corporations Act 2001 and Corporations Regulations. The 
Corporations Regulations also require disclosure of other financial information, but the only 
information required to be sourced from the audited financial reports is an abridged summary 
of the financial statements. The form and content of that abridged information is not 
regulated other than a general requirement for the information to be sufficient for readers to 
assess the financial condition of the fund. Thus, superannuation fund trustees have 
considerable discretion to determine the level of aggregation of financial information 
disclosed to members.  
The accounting standard AAS 25 remains virtually unchanged since it was drafted in the late 
1980s and has recently been widely criticized for leading to ‘outdated’ and ‘irrelevant’ 
financial reporting.6 Such criticism probably explains why anecdotal evidence shows fund 
members rarely request copies of superannuation fund audited financial reports (FR) and such 
reports are not routinely included in the fund annual reports (AR) that are distributed to 
members. Nevertheless, those reports contain information about the financial affairs of a 
superannuation fund that is not available to outsiders from any other source. Therefore, they 
should serve as an important means by which trustees discharge accountability to members 
and other stakeholders. However, if the FR is not routinely communicated to members, and 
fund financial information presented in the AR and other reports is unaudited, trustees are 
largely unconstrained in how the financial position and performance of the fund is 
communicated to outsiders. This lack of verification potentially provides opportunities for 
fund trustees to bias or misrepresent the information.   
                                                 
6 For example, see comments by Keith Alfredson, former chairman of the Australian Accounting Standards 
Board (cited in Davis, 2002; Mace, 2003), Brown, Gallery and Gallery (2002), Gallery (1999, 2002 and 2003), 
Gallery and Gallery (2003), Reid (2003), and the Senate Select Committee on Superannuation and Financial 
Services (2001).  
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Information Objectives of Superannuation Fund Financial 
Reports   
AAS 25 identifies the primary purpose of superannuation funds is to provide benefits to 
members on their retirement. Members therefore have a particular interest in the performance 
of trustees in managing the resources under their control and in the ability of the fund to 
generate, and distribute when due, an adequate level of benefits (AAS 25, para 16). This 
raises the question about what information will be most useful to members in monitoring the 
performance of trustees.  
Under the Australian conceptual framework, financial reports have the two objectives of 
providing useful information for economic decision-making by users of the reports, and 
discharging accountability by the entity’s management (SAC 2). Consistent with these 
objectives, AAS 25 (para. 6) states that in relation to superannuation funds,  
financial reports which highlight investment performance and include disclosure 
of information about the assets and liabilities of the plan, the benefits generated 
by the plan during the period, its financing and investing activities and 
compliance with provisions of the trust deed will be relevant to plan members and 
other users for making and evaluating decisions on the allocation of scarce 
resources. In addition, such financial reports will be necessary if trustees and 
administrators are to discharge their responsibility to be accountable to plan 
members.  
Thus a superannuation fund’s FR is expected to provide members and other interested parties 
with useful information about three major aspects of the fund: (1) the investment 
performance during the prior financial year; (2) the financing and investing activities during 
the financial year; and (3) the financial position of the fund at the end of the financial year.  
In attempting to meet these three objectives, AAS 25 (paras. 21-22) requires a defined 
contribution plan (DCP)7 to prepare an Operating Statement, a Statement of Financial 
Position, a Cash Flow Statement and certain accompanying notes. In the case of a defined 
benefit plan (DBP),8 the reporting requirements vary depending on whether or not accrued 
benefits are measured annually. If they are not measured annually, a DBP is required to 
prepare its FR in the format of a Statements of Net Assets (SNA) and a Statement of Changes 
in Net Assets (SCNA). If the fund’s accrued benefits are measured annually, the DBP has the 
option of adopting the alternative, and more informative, DCP format of an Operating 
                                                 
7 In a defined contribution plan (DCP), each member’s benefit is an accumulation of the contributions to the 
plan plus the investment earnings thereon.   
8 In a defined benefit plan (DBP), the benefit payable at retirement is usually determined as a multiple of the 
member’s final salary and years of service. 
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Statement, Statement of Financial Position and Cash Flow Statement.9 Certain prescribed 
notes are also required under both DBP reporting formats. 
Differences in information needs of DCP and DBP members 
Members’ interest in monitoring the three aspects of their superannuation fund’s management 
differs considerably depending on whether the fund is a DBP or DCP. In the case of a DCP, 
members bear substantially all of the investment risk associated with their superannuation 
assets. DCP members therefore need information about investment performance and the 
financing and investing activities to assess how well funds have been managed to generate 
returns and how well the associated costs have been managed. The financial condition is less 
of a concern to DCP members because measurement of accrued benefits and the funding 
status are easily determined, and most DCPs are fully funded.  
In contrast, DBP members are not exposed to such investment risk because their benefits are 
determined as a multiple of their final salary; their key risk relates to the sufficiency of assets 
available in the fund to pay benefits when they fall due. However, because the assessment of 
accrued benefits is an actuarially determined estimate which need only be performed at three-
year intervals, and because many DBPs may be in a deficit situation for a number of years, 
considerable uncertainty can surround the financial condition of a DBP. Thus, DBP 
members’ primary information needs relate to the financial position of the fund, in particular, 
the adequacy of fund assets to satisfy obligations to pay benefits.  
Given these differing information needs, a key challenge for hybrid superannuation funds 
(funds containing a both a DCP and a DBP) is how to best satisfy the differing needs. Can a 
single FR prepared in the format prescribed by AAS 25 meet these disparate information 
needs, or is a multiple format necessary? To answer this question, we analyse the extent to 
which the primary information needs are met through AAS 25-prepared reports by reference 
to the FRs published by UniSuper, a large (hybrid) superannuation fund. Typical of most 
superannuation funds, UniSuper does not routinely distribute FRs to members. Because most 
members rely on the AR for their information needs, we also evaluate the extent of 
articulation between the information contained in UniSuper’s FRs and in their ARs. Any 
information lost or distorted in the translation of information from the FR to the AR is likely 
to limit the usefulness of the AR.   
                                                 
9 Because the liability for accrued benefits is recognised on the face of the Statement of Financial Position, 
annual valuations of accrued benefits are necessary. Under the SIS legislation, DBPs are required to have 
actuarial valuations conducted at least every three years.   
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UniSuper  
UniSuper is a superannuation fund providing superannuation benefits for academic and 
general staff in the tertiary education sector. It is ranked as the second largest not-for-profit 
superannuation fund,10 with 382,000 members and total net assets of $12.35 billion at 30 
June 2004. UniSuper is a hybrid fund in that it is structured as a defined benefit plan (DBP) 
for some members and a defined contribution plan (DCP) for others; approximately 15% of 
members are in the DBP. UniSuper has three types of DCP (accumulation-style) members’ 
accounts: Investment Choice Plan, Award Plus Plan and Deposit Account, and two types of 
pension accounts: Indexed Pension and Allocated Pension. Most members with 
accumulation-style accounts are offered a choice of investment from a menu of five 
investment strategies: Cash, Capital Stable¸ Conservative Balanced, Balanced, Growth, 
Socially Responsible Shares, and Shares.  
UniSuper prepares an annual report (AR) to members, which is distributed to members11 and 
an annual audited financial report (FR), which is not distributed, but is available on request. 
The AR report contains abridged financial statements that are derived from the information in 
the FR. Additional financial information relating to the fund’s investments, investment 
returns and expense ratios are disclosed in the AR; none of the financial information in the 
AR is audited.  
Evaluating the Financial Position of UniSuper  
The most noticeable aspect of UniSuper’s reporting of financial position relates to its choice 
of report presentation. Even though most of the  members have defined contribution benefits, 
UniSuper, like all hybrid funds, is required by AAS 25 to report as if it were purely a DBP. 
However, as UniSuper undertakes annual actuarial valuations of accrued benefits it has the 
option of choosing the more informative DCP reporting format. Despite having this choice, 
the fund’s FR is presented in the DBP format of a SNA and SCNA. As a result, UniSuper 
avoids the requirement to present the fund’s accrued benefit position on the face of financial 
statements and the need to produce a Cash Flow Statement. Clearly, the absence of a cash 
flow statement reduces the information available to members about the financial performance 
of the fund.  
                                                 
10 See www.bluebook.com.au.    
11 In addition, a half-yearly newsletter is sent to members; the financial information in this newsletter is very 
general and focuses on an update of the investment performance of each investment strategy.   
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The funding position of a DBP is normally evaluated by comparing each of the vested 
benefits and accrued benefits with the net assets of the plan.12 If the assets exceed the 
relevant amount of benefits, then the fund is in surplus; otherwise it is in deficit. The SIS 
legislation does not require accrued benefits to be fully funded, but if the fund’s assets fall 
short of vested benefits, the fund is deemed to be in an “unsatisfactory financial position” 
(SIS Regulation 9.04), requiring the trustees to either take steps to restore the fund so that 
vested benefits are fully funded, or confirm that full funding is expected to occur without the 
need for specific action to undertaken.   
An examination of the financial position of the DBP in UniSuper over the three reporting 
periods from June 2002 to June 2004 reveals that in all three years there was a deficiency of 
plan assets over vested benefits and accordingly, it was in an ‘unsatisfactory position’. The 
Trustees confirmed that the deficiency was caused by short-term fluctuations in asset values 
and that the fund was expected to return to a fully funded position without the need for 
specific action, such as increasing contributions. In terms of quantifying the deficiency, Table 
1 presents the information that was disclosed about UniSuper’s funding position in each of 
the audited financial reports (FR) and the annual report (AR) to members for the three 
financial years ended 30 June 2002, 2003 and 2004. The FRs provide details of accrued 
benefits and vested benefits for each category of members in each of the years, but the ARs 
provide only aggregated information about the net (deficit) funding position.  
The 2002 FR disclosed net assets of $9,359 million, vested benefits of $9,643 million, and 
the net vested benefit deficiency of $284 million; these numbers are for the fund as a whole, 
rather than for the DBP only, to which the deficit relates. The 2002 AR disclosed the same 
total net asset amount for the fund, and in addition disclosed that $3.78 billion of the net 
assets are attributable to DBP members, that the DBP had a vested benefit deficiency of $284 
million, and that this represents 7.5% of plan assets; however, the amount of vested benefits 
                                                 
12 Vested benefits are “benefits, the members’ rights to which, under the terms of a superannuation plan, are not 
conditional upon continued plan membership or any factor other than resignation from the plan”; accrued 
benefits are “benefits the plan is presently obliged to transfer in the future to members and beneficiaries as a 
result of membership of the plan up to the reporting date” (AAS 25, para. 10).The Superannuation Industry 
(Supervision) Act 1993 (s.83A) similarly defines vested benefits as “the total value of the benefits payable from 
the fund to which the members of the fund would be entitled if they all voluntarily terminated their service with 
their employers at that time.” The SIS Act refers to accrued benefits as “accrued actuarial liabilities” which are 
defined as “the total value, as certified by an actuary, of the future benefit entitlements of members of the fund 
in respect of membership up to that time based on assumptions about future economic conditions and the future 
of matters affecting membership of the fund …”.  
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is not given. For 2003, the AR provided no information about the funding position at the 30 
June 2003 reporting date. Instead, the 2003 AR reported information from the actuarial 
investigation of the fund as at 31 December 2002 (see Table 2). The usefulness of such dated 
information is questionable, particularly as it would have been dated by almost one year by 
the time members received the AR.   
 
Table 1 
Information disclosed about UniSuper’s funding position in the audited financial report (FR) and annual 
report (AR) to members for financial years ended 30 June 2002, 2003 and 2004 
 
 30 June 2002 30 June 2003 30 June 2004 
 FR AR FR AR FR AR 
 $m $m $m $m $m $m 
Net Assets 9,359 9,359 9,957 9,957 12,354 12,354 
Net assets attributable to DBP contributing members ND 3,780 ND ND ND ND 
       
Liability for Accrued Benefits       
 Defined benefits for contributing members 4,068 ND 3,584 ND 4,173 ND 
 Pension benefits 828 ND 994 ND 1,091 ND 
 Allocated pensions 180 ND 234 ND 314 ND 
 Investment choice plan 2,787 ND 2,972 ND 3,695 ND 
 Awards plus plan 1,780 ND 1,977 ND 2,558 ND 
Total Accrued Benefits  9,643 ND 9,761 ND 11,831 ND 
Accrued benefits surplus/deficit  ND ND ND ND ND ND 
Accrued benefits index at reporting date ND ND ND ND ND 110.0% 
       
Vested Benefits        
 Defined benefits for contributing members 4,068 ND 4,289 ND 4,851 ND 
 Pension benefits 828 ND 994 ND 1,091 ND 
 Allocated pensions  180 ND 234 ND 314 ND 
 Investment choice plan  2,787 ND 2,972 ND 3,695 ND 
 Awards plus plan  1,780 ND 1,977 ND 2,558 ND 
Total Vested Benefits  9,643 ND 10,466 ND 12,509 ND 
Vested benefits surplus/(deficit)  (284) (284) (509) ND (155) ND 
Vested benefits index at reporting date ND 
7.5% of 
plan assets ND ND ND 93.6% 
ND = Not Disclosed  
 
Although accrued benefits (AB) are not required to be measure annually, Table 1 shows that 
UniSuper disclosed updated valuations of AB in the FR for each of the three years. However, 
the AB funding position (net assets to AB) is not disclosed in either the FR or AR in 2002 
and 2003, when in both years there is an AB deficit, but some information is disclosed in the 
2004 AR, in the form of an accrued benefit index (ABI), when the AB funding position 
returned to surplus. An ABI of 110% at 30 June 2004 is disclosed, but no data is provided 
about how this amount was derived (i.e., amounts for AB and net assets), nor is there 
sufficient information in the FR to enable verification of this ratio.   
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The updated measures of AB and VB were not disclosed in the 2003 AR; perhaps because the 
vested benefit funding position does not appear to have improved since the December 2002 
actuarial investigation. The 2004 FR also included an updated valuation of accrued benefits, 
and it was disclosed in the 2004 AR that the VBI had improved to 93.6%. However, it is not 
possible to verify this ratio because the amount of assets attributable to the DBP is not 
disclosed in the financial report or elsewhere.  
An actuarial investigation of UniSuper was conducted as at 31 December 2002. Table 2 
presents the funding position information that was disclosed in the summary of the actuarial 
investigation appended to the 2003 and 2004 FR, and the actuarial investigation information 
disclosed in the 2003 and 2004 ARs. Information in the FRs show amounts for net assets, 
accrued benefits, and vested benefits, as well as the ratio of assets to each of AB and VB; the 
AR discloses only the ratios (VBI and ABI). As this information is already dated by six 
months at the 2003 reporting date and 18 months at the 2004 reporting date, the usefulness of 
the information for evaluating UniSuper’s funding position is significantly diminished even 
by the first reporting date in 2003.  
 
Table 2 
Information disclosed in UniSuper’s 2003 and 2004 audited financial report (FR) and annual report (AR) 
to members about the funding position at 31 December 2002 as per the actuarial investigation  
  
 30 June 2003  30 June 2004 
 FR AR  FR AR 
 $m $m  $m $m 
Net Assets      
 Defined benefit plan 4,523.4 ND  4,523.4 ND 
Accumulation account balances*  4,815.4 ND  4,815.4 ND 
Total Net Assets 9,338.8 ND  9,338.8 ND 
      
Accrued benefits      
 Defined benefit plan including life-time pensioners 4,329.9 ND  4,329.9 ND 
 Accumulation account balances 4,815.4 ND  4,815.4 ND 
Total accrued benefits 9,145.3 ND  9,145.3 ND 
Ratio of DBP Assets to AB/Accrued Benefits Index 104.5% 104.5%  104.5% 104.5% 
      
Vested Benefits      
 Defined benefit plan 4,203.6 ND  4,203.6 ND 
 Life-time pensioners 1,003.5 ND  1,003.5 ND 
 Accumulation account balances 4,815.4 ND  4,815.4 ND 
Total vested benefits 10,022.5 ND  10,022.5 ND 
Ratio of DBP Assets to VB/Vested Benefits Index 86.9% 86.9%  86.9% 86.9% 
ND = Not Disclosed  
* Include the Investment Choice Plan, Award Plus Plan, Personal Deposit Accounts, Voluntary Holding 
Accounts & Allocated Pensions 
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Table 1 shows that in the 2002 FR the disclosed AB and VB amounts are the same, but differ 
in 2003 and 2004. Note 14 to the 2003 FR discloses a change in the accounting policy where 
accrued benefits would now be determined as the amount measured by the actuarial valuation 
rather than the higher amount represented by vested benefits. That is, in 2002 and prior years, 
the amount reported as accrued benefits was the same as vested benefits because the actuarial 
valuation of AB was less than VB, and instead of reporting the lower AB amount, it was 
substituted with the VB amount. Note 14 also states that    
The change in accounting policy was made as the Trustees believe that, as there 
are more than 100 participating employers in the Fund, accrued benefits 
calculated as per [the policy] are a more relevant measure of UniSuper’s accrued 
liability because all members are not expected to voluntarily leave service at one 
time.  
The effect of this accounting policy change is that the amounts of AB reported in the 2003 
and 2004 FR are lower than VB, with the result that the funding position on an accrued 
benefits basis reveals a surplus for both years, whereas on the vested benefits basis, the fund 
is in deficit in both years. In the 2002 AR (and prior years), only the VBI is disclosed to 
members, probably because the ABI was the same as the VBI. In the 2003 AR, the ABI is 
disclosed for the first time as an additional measure of funding position (as calculated at 31 
December 2002). The AR does not disclose that there has been an accounting policy change 
which results in the reported accrued benefits now differing from vested benefits and hence 
the two measures of funding position; it simply states: “The actuary’s advice is that the ABI 
is a more suitable measure to apply in UniSuper’s circumstances” (UniSuper 2003 Annual 
Report, p.43). Given that the Trustees are representing the ABI as the more relevant measure 
of the funding position,  and this measure shows a surplus rather than a deficit, which it 
would have been had the accounting policy not been changed, and the difference is material 
(104.5% versus 86.9%), the accounting change clearly should have been disclosed in the AR.  
Evaluating the Financial Performance of UniSuper  
A key function of a superannuation fund’s financial report is to provide relevant and reliable 
information about the fund’s investment performance (AAS 25, para.6). As in the broader 
context of investors in capital markets, fund members rely on financial reporting in their 
economic decision-making. The general role of financial information is either to confirm or 
alter the beliefs of investors; in this setting the relevant investor beliefs are the expected 
returns and variance of returns (risk) of their investment portfolio and alternative portfolios  
(Beaver, 1998). Thus disclosure of performance information that reflects the underlying 
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economic attributes (risks and returns) and outcomes of a fund’s investment strategies is 
essential in facilitating evaluations of past performance and making predictions about future 
performance.   
As previously identified, DCP members bear the investment risk of the pool of assets in 
which their superannuation savings are invested. Members therefore need sufficient 
information to enable them to evaluate the past performance of their investment and inform 
their predictions about future returns relative to assessed risks. To make such evaluations, 
DCP members need information about the specific investment pool in which their assets are 
invested. However, an analysis of UniSuper’s FR reveal no disclosure about the nature and 
performance of the seven investment strategy pools offered to DCP members. The FR 
provides only aggregated fund-wide information for the different classes of investments (i.e., 
cash, domestic and overseas equities, property, domestic and overseas interest bearing 
securities and other assets). Pie-charts and the strategic asset allocation in percentages for 
each of the seven investment strategies are provided in the AR, but no information is given 
about the size of each pool in dollar amounts. Thus there is no scope for even rudimentary 
ratio analysis, such as calculating returns on assets before and after fees and taxes, and 
evaluation of those returns relative to the strategic asset allocation of each investment pool. 
Instead, members have to rely on unaudited information reported in the AR, which consists of 
just one rate of return (after fees and tax) for each year for each investment pool. The absence 
of detailed information about underlying asset allocations of each investment pool also 
precludes assessment of the relative risks of each pool.  
An important aspect of evaluating financial performance is how well an entity’s costs have 
been managed in terms of both the effects on investment returns, and accountability to 
stakeholders. Disclosures about various expenses incurred by a superannuation fund are 
needed to facilitate evaluation of this aspect of trustees’ performance. The two major 
categories of expenses incurred by a superannuation fund are costs relating to investing 
activities and costs associated with administration of the fund.  
Table 3 presents a comparison of information about fund expenses presented in UniSuper’s 
2004 FR and AR. The Statement of Changes in Net Assets includes aggregate amounts for 
two types of expenses: direct investment costs and administration costs. Note 8 to the 
financial report presents a break-down of administration costs to travelling costs, professional 
fees (actuary, auditor, etc.), directors’ remuneration, and administration fees; these latter 
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administration fees are paid/payable to UniSuper Management Pty Ltd and total $17.966 
million.13 The abridged SCNA presented in the AR discloses the direct investment expenses 
and total administration costs; details about the components of admin costs are not disclosed.  
From the information presented in the FR we have calculated expense ratios, based on 
average net assets for 2004. Expense ratios are presented in the AR, but there are obviously 
disparities with the ratios we calculate. It is not possible to identify the source of differences 
because the AR does not disclose the dollar amount of either the numerator or denominator 
used in calculating each of the expense ratios. The disparity between the total MER disclosed 
in the AR (0.65%) and the significantly lower total expense ratio calculated from information 
in the FR (0.45%), is particularly puzzling given that our calculation includes all fund 
expenses disclosed in the FR, but the MER does not include all fees charged to members 
accounts, such as additional account-keeping fees. This is yet another example of the 
difficulty with reconciling information between the two types of fund reports.  
 
Table 3  
Expense information disclosed in UniSuper’s 2004 audited financial report (FR) and annual report (AR) 
to members 
 
Audited financial report (FR)   Annual report (AR) to members 
 $m  Asset and expense amounts disclosed in the  
Average net assets  11,155.654  abridged financial statements presented in the 
   annual report are the same as amounts disclosed in the  
Direct investment expenses 29.106  audited financial report. However, the amounts that 
Administration costs 21.245  represent the numerator and denominator of expense 
Total expenses  50.351  ratio calculations are not disclosed in either report 
     
Calculations derived from FR disclosures:   Ratios disclosed in AR:   
   Investment expense ratios for each investment strategy: 
      Cash 0.16% 
Investment expense ratios for each pool of investments      Capital Stable 0.26% 
cannot be calculated because the value of assets held       Conservative Balanced  0.30% 
in each investment strategy and the associated expenses        Balanced 0.40% 
are not disclosed       Growth 0.49% 
       Socially Responsible Shares 0.74% 
       Shares 0.36% 
       Defined Benefit Plan  0.49% 
     
 Direct investment expense ratio  0.26%   Average Investment expense ratio 0.44% 
 Administration expense ratio  0.19%   Administration expense ratio 0.21% 
 Total expense ratio 0.45%   Total management expense ratio  0.65% 
                                                 
13 Note 10 (d) discloses that a total of $22.544 million was paid to UniSuper Management Pty Ltd for the 
provision of various administrative and investment management services, including $4.578 million paid for 
investment management services.  
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Two further issues arise from the disclosures of expense information in the fund reports. First 
is the accountability issue of providing information to enable readers to distinguish between 
investment performance and administration of the fund. For each investment strategy, a total 
MER is determined by adding together the individual investment expense ratio (as shown in 
Table 3) and the fund-wide administration expense ratio (0.21%). The relevant MER is 
applied to each of the investment strategy pools in determining the investment returns. Thus 
the investment returns (crediting rates) reported for each of the investment strategies are net 
of fees (both investment management and administration). With this single percentage for 
each investment strategy for each year, it is not possible to separately evaluate the trustee’s 
performance on the two primary aspects of performance: investment management and fund 
administration.  
The second issue is the extent to which disclosed information can be used to track the 
trustee’s performance over time. As indicated above, the reported crediting rates that are 
disclosed in the annual report for the current year and prior years are net of fees, so it is not 
possible to separately evaluate the investment returns and expenses incurred in managing 
each of the investment strategies. While the disclosed expense ratios provide some limited 
information, examining these ratios and the accompanying disclosures over time does not 
assist with evaluating performance. To illustrate, Table 4 presents the fund-wide expense 
ratios reported in UniSuper’s AR each year. Increases in both the investment and 
administration expense ratios from 2002 to 2003 are not explained in the 2003 report. The 
increase in the investment expense ratio is of particular concern given that the crediting rates 
for three of the investment strategies were negative for those years and the others were small 
positive amounts. Some explanation is provided in the 2004 report, but it is rather vague: 
“The increase in some MERs for the year ended 30 June 2004 was primarily due to the 
payment of performance fees on certain investments that outperformed significantly over the 
period” (p.46).  The precise meaning of this statement is unclear.  
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Table 4 
Expense ratios reported in the annual report (AR) to members  
 
 2002 2003 2004 
Reported ratios:    
 Average Investment expense ratio 0.34% 0.37% 0.44% 
 Administration expense ratio 0.20% 0.22% 0.21% 
 Total management expense ratio  0.54% 0.59% 0.65% 
    
Calculated change in ratios:     
 Average Investment expense ratio  +8.82% +18.92% 
 Administration expense ratio  +10.00% -4.55% 
 Total management expense ratio   +9.26% +10.17% 
 
Evaluating Investing Activities  
In addition to providing information that assists members with evaluating the financial 
position and performance of a superannuation fund, the financial report should also disclose 
information about the fund’s investment activities (AAS 25, para. 6). While the fund’s 
statement of financial position shows the balance of the various classes of assets at the 
beginning and the end of the financial year, details about underlying acquisitions and 
disposals during the year are only available from the cash flow statement. Separate disclosure 
of cash flows arising from investment activities is important to assist with the evaluation of 
the extent to which asset sales and asset purchases will generate future income (AASB 107, 
para. 16). Disclosure of investing cash flows also facilitates detection of ‘investment 
churning’ behaviour by fund managers, which would generate investment management fees 
at the expense of fund members. 
Because UniSuper does not produce a Cash Flow Statement due to its choice of reporting 
format, it is difficult to assess the periodic change in investing activities. While gross cash 
flows from operations can be estimated from the revenue and expense amounts in the SCNA 
and accrued amounts in the SNA, it is not possible to gain any sense of gross investing cash 
flows from the available data. Information about volumes of purchases and sales of the 
various asset classes would assist (particularly DCP) members with evaluating investing 
activities of the fund in relation to investment objectives stated in the AR. Thus members 
have virtually no information to use in evaluating the Trustee’s performance in undertaking 
investing activities during the year.    
   16
The lack of transparency with respect to investing activities is further evident in the reported 
performance of the DBP. In the 2004 AR, the strategic asset allocation is shown for all 
investment pools except for the DBP. A general statement is given that the DBP strategic 
asset allocation mirrors that of the Growth strategy. However, the returns shown for the 
Growth strategy are slightly lower than those shown for the DBP, but no explanation is 
provided for this difference.   
Conclusion  
In this case study analysis of a large superannuation fund we identify significant accounting 
impediments to superannuation fund transparency that stem from three basic disclosure 
failures. First, the information disclosed in the audited financial report (FR) is inadequate and 
too highly aggregated to meet the needs on fund members. Second, the information in the 
annual report (AR) to members is largely unregulated leading to selective disclosure of 
information in simplistic forms. Third, the information disclosed in the FR does not articulate 
well with the information disclosed in the AR because the FR focuses on disclosure of 
information about asset classes, whereas the AR focuses on disclosure of information about 
investment pools. These three disclosure failures are exacerbated in hybrid funds because the 
accounting rules require the fund to be treated as a DBP for accounting purposes. The 
resulting aggregation of fund assets and liabilities in the FR extends to the AR, leading to a 
lack of transparency with respect to financial position, performance and investing activities of 
the two types of plans.  
While our focus on disclosure has been on the usefulness of aggregated and disaggregated 
financial information in both the FR and AR, we have also observed other non-disclosures 
and opaque treatments of other items deemed relevant in users’ decision-making in corporate 
financial reporting, e.g. executive remuneration disclosures. However, these issues fall 
outside the scope of this paper and represent areas for further research.  
Our findings highlight the unsatisfactory state of superannuation fund disclosure regulation 
that has arisen from the piecemeal approach emanating from successive Government and 
other reviews.14 Although recognising the critical role of financial disclosure, 
recommendations of those reviews are generally very broad and do not provide specific 
guidance for successful implementation. In particular, relatively little attention has been 
                                                 
14 See for example reviews by the Productivity Commission, the Senate Select Committee on Superannuation 
and Financial Services (SSCSFS) and the Superannuation Working Group conducted during 2001.  
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given to how specific financial information needs to be derived and presented by 
superannuation fund trustees to outsiders. Effective disclosure and communication is 
critically important with the general shift from defined benefit to defined contribution plans 
(DCP), and as more DCPs are offering investment choice, fund members are increasingly 
required to make decisions about their superannuation savings. Such decision making has 
been extended to large numbers of DCP members from 1 July 2005 when choice-of-fund 
legislation became operative. With assets worth over $700 billion in superannuation funds, 
and the larger proportion of those assets in DCPs (see APRA 2005), substantial resources are 
at risk in the event of poor decision making. Informed decision making is critical in ensuring 
those retirement savings are maximised, and disclosure of relevant and reliable financial 
information is essential for informed decision-making.  
Finally, our findings demonstrate that disclosure theories, as applied to corporate entities, are 
not necessarily generalisable to the context of non-corporate entities, such as superannuation 
funds. Our analysis underscores the greater role that regulation must play in ensuring full 
disclosure by superannuation funds, in the absence of market disciplining mechanisms that 
otherwise operate in capital markets.    
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